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account all such expenditures paid or
incurred by him during such taxable
year after such date. The statement
shall clearly indicate that the taxpayer
elects to have section 615 apply to all
amounts deducted or deferred by him
with respect to exploration expendi-
tures paid or incurred after September
12, 1966, and before January 1, 1970. If
the taxpayer desires, he may file this
statement by attaching it to his return
for a taxable year prior to the first tax-
able year ending after September 12,
1966, in which he pays or incurs explo-
ration expenditures. Except as provided
in paragraph (b) of this section, if the
taxpayer does not file such a statement
within the period prescribed by section
615(e) and paragraph (e) of this section,
any amounts deducted by him with re-
spect to exploration expenditures paid
or incurred after September 12, 1966,
will be deemed to have been deducted
pursuant to an election under section
617(a).

(b) Exception. The last sentence of
paragraph (a) of this section shall not
apply if all exploration expenditures
paid or incurred by the taxpayer after
September 12, 1966, and before January
1, 1970, and deducted by him on his in-
come tax return for the first taxable
year ending after September 12, 1966,
during which he pays or incurs such ex-
penditures are outside the scope of sec-
tion 617(a) (as it existed before its
amendment by section 504(b) of the Tax
Reform Act of 1969). For example, as-
sume that, in his return for his taxable
year ending December 31, 1966, a cal-
endar-year taxpayer deducts explo-
ration expenditures paid or incurred
after September 12, 1966, and does not
attach to his return the statement de-
scribed in paragraph (a) of this section.
However, all of the exploration expend-
itures paid or incurred by the taxpayer
after September 12, 1966, and before the
end of the taxable year were paid or in-
curred with respect to minerals located
neither in the United States nor on the
Outer Continental Shelf. The taxpayer
will be deemed to have made an elec-
tion under section 615(e) by deducting
all or part of those expenditures as ex-
penses in his income tax return.

(c) Information to be furnished. A tax-
payer who makes or has made an elec-
tion under section 615(e) with respect

to expenditures paid or incurred after
September 12, 1966, and before January
1, 1970, shall indicate clearly on his in-
come tax return for each taxable year
for which he deducts any such expendi-
tures the amount of the deduction
claimed under section 615 (a) or (b)
with respect to each property or mine.
The property or mine shall be identi-
fied by a description adequate to per-
mit application of the rules of section
615(g) (relating to effect of transfer of
mineral property).

(d) Effect of election—(1) In general. A
taxpayer who has made or is deemed to
have made an election under section
615(e) may not make an election under
section 617(a) with respect to expendi-
tures made before January 1, 1970, un-
less, within the period set forth in sec-
tion 615(e), he revokes his election
under section 615(e). Except as provided
in paragraph (a)(2) of § 1.615–2, a tax-
payer who makes an election under
section 615(e) may not change his
treatment of exploration expenditures
deducted, deferred, or capitalized pur-
suant to such election unless he re-
vokes the election made under section
615(e).

(2) Transfer of mineral property. The
binding effect of a taxpayer’s election
under section 615(e) shall not be af-
fected by his receiving property with
respect to which deductions have been
allowed under section 617(a). However,
see section 615(g)(2) and § 1.615–7 for
rules under which amounts deducted
under section 615 by a transferor may
be subject to recapture in the hands of
a transferee who has made an election
under section 617(a). See § 1.617–
3(d)(2)(ii) for rules under which
amounts deducted under section 617(a)
by a transferor may be subject to re-
capture in the hands of a transferee
who has made an election under sec-
tion 615(e).

(e) Time for making election under sec-
tion 615(e). A taxpayer may not make
an election under section 615(e) after
the expiration of the 3-year period be-
ginning with the date prescribed by
section 6072 or other provision of law
for filing the taxpayer’s income tax re-
turn for the first taxable year ending
after September 12, 1966, in which the
taxpayer pays or incurs expenditures
to which section 615(a) would apply if
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an election were made under section
615(e). This 3-year period shall be deter-
mined without regard to any extension
of time for filing the taxpayer’s income
tax return for such year. An election
under section 615(e) may not be made
after the expiration of the 3-year pe-
riod even though the taxpayer charged
to capital account, or erroneously de-
ducted as development expenditures
under section 616, all exploration ex-
penditures paid or incurred by him
after September 12, 1966, and before the
end of his first taxable year ending
after September 12, 1966, in which he
paid or incurred such expenditures.

(f) Revocation of section 615(e) elec-
tion— (1) Manner of revoking election. A
taxpayer may revoke an election made
by him under section 615(e) by filing
with the director of the Internal Reve-
nue service center with whom the tax-
payer’s income tax return is required
to be filed, within the period set forth
in subparagraph (2) of this paragraph, a
statement, signed by the taxpayer or
his authorized representative, which
sets forth that the taxpayer is revok-
ing the election previously made by
him with respect to exploration ex-
penditures paid or incurred after Sep-
tember 12, 1966, and states with whom
and where the document making the
election was filed. Such revocation
shall be a revocation for all taxable
years for which the taxpayer’s election
was in effect and the taxpayer revoking
such an election shall file amended in-
come tax returns, reflecting any in-
crease or decrease in tax attributable
to the revocation of election. In apply-
ing the revocation of election to the
years affected there shall be taken into
account the effect that any adjust-
ments resulting from the revocation of
election shall have on other items af-
fected thereby (such as the deduction
for charitable contributions, the for-
eign tax credit, net operating loss, and
other deductions or credits the amount
of which is limited by the taxpayer’s
income) and the effect that adjust-
ments of any such items have on items
in other taxable years.

(2) Time for revoking election under sec-
tion 615(e). An election under section
615(e) may be revoked at any time be-
fore the expiration of the 3-year period
described in paragraph (e) of this sec-

tion. Such an election may not be re-
voked after the expiration of the 3-year
period.

(3) Additional information to be fur-
nished by a transferor of mineral prop-
erty. If, before revoking his election,
the taxpayer has transferred any min-
eral property with respect to which he
deducted exploration expenditures paid
or incurred after September 12, 1966,
and before January 1, 1970, to another
person in a transaction as a result of
which the basis of such property in the
hands of the transferee is determined
by reference to the basis in the hands
of the transferor, the statement sub-
mitted pursuant to subparagraph (1) of
this paragraph shall state that such
property has been so transferred and
shall identify the transferee, the prop-
erty transferred, and the date of the
transfer. The preceding sentence shall
not apply in the case of any mineral
property transferred after December 31,
1969.

(g) Taxable years beginning before Sep-
tember 13, 1966, and ending after Septem-
ber 12, 1966—(1) In general. An election
made under section 615(e) applies only
to expenditures paid or incurred after
September 12, 1966. The income tax
treatment of exploration expenditures
paid or incurred before September 13,
1966, will be determined in accordance
with the provisions of section 615 prior
to its amendment by the Act of Sep-
tember 12, 1966 (Public Law 89–570, 80
Stat. 759). If a taxpayer makes an elec-
tion under section 615(e) in his income
tax return for a taxable year which be-
gins before September 13, 1966, and
which ends after September 12, 1966,
amounts deducted and amounts de-
ferred under section 615 with respect to
expenditures paid or incurred during
such taxable year but before September
13, 1966, will be taken into account in
determining whether the $100,000 limi-
tation set forth in section 615(a) is
reached during the taxable year. Simi-
larly, a taxpayer who makes an elec-
tion under section 615(e) shall take into
account expenditures deducted or de-
ferred under section 615 for the period
prior to September 13, 1966, in deter-
mining when the $400,000 overall limi-
tation set forth in section 615(c) is
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reached. The fact that a taxpayer de-
ducts or defers under section 615 explo-
ration expenditures paid or incurred
prior to September 13, 1966, shall not
affect his right to make an election
under section 617(a) to deduct under
section 617 expenditures paid or in-
curred after September 12, 1966.

(2) Allocation in case of inadequate
records. If a taxpayer pays or incurs ex-
ploration expenditures during a taxable
year beginning before September 13,
1966, and ending after September 12,
1966, but his records as to any mine or
property are inadequate to permit a de-
termination of the amount paid or in-
curred during the portion of the year
ending after September 12, 1966, and
the amount paid or incurred on or be-
fore such date, the exploration expendi-
tures, as to which the records are inad-
equate, paid or incurred with respect to
the mine or property during the tax-
able year shall be allocated to each
part year (that is, the part occurring
before September 13, 1966, and the part
occurring after September 12, 1966) in
the same ratio which the number of
days in each such part year bears to
the number of days in the entire tax-
able year. For example, if the records
of a calendar year taxpayer for 1966 are
inadequate to permit a determination
of the amount of exploration expendi-
tures paid or incurred with respect to a
certain mine or property after Septem-
ber 12, 1966, and the amount paid or in-
curred before September 13, 1966, 255/365
of the total exploration expenditures
paid or incurred by the taxpayer with
respect to the mine or property during
1966 shall be allocated to the period be-
ginning January 1, 1966, and ending
September 12, 1966, and 110/365 of the
total exploration expenditures paid or
incurred with respect to the mine or
property during 1966 shall be allocated
to the period beginning September 13,
1966, and ending December 31, 1966.

(3) Partnership elections. With respect
to exploration expenditures paid or in-
curred by a partnership before Septem-
ber 13, 1966, the option to deduct under
section 615(a) and the election to defer
under section 615(b) shall be made by
the partnership, rather than by the in-
dividual partners. With respect to ex-
ploration expenditures paid or incurred
by a partnership after September 12,

1966, all elections under sections 615
and 617 as to the tax treatment of a
partner’s distributive share of explo-
ration expenditures paid or incurred by
a partnership of which he is a member
shall be made by the individual part-
ner, rather than by the partnership.
See section 703(b) and the regulations
thereunder.

[T.D. 7192, 37 FR 12939, June 30, 1972]

§ 1.615–7 Effect of transfer of mineral
property.

(a) Transfer before election by trans-
feror. (1) If mineral property is trans-
ferred in a transaction as a result of
which the basis of the property in the
hands of the transferee is determined
in whole or in part by reference to the
basis in the hands of the transferor and
the transferor had not made an elec-
tion under either section 615(e) or
617(a) at the time of the transfer, no
election made by the transferor after
the transfer shall apply with respect to
expenditures properly chargeable to
the transferred property which were
paid or incurred before the date of the
transfer.

(2) For purposes of subparagraph (1)
of this paragraph, a transferor of min-
eral property who made an election
under section 617(a) or section 615(e)
before the transfer but who revokes
such election after such transfer and
does not make an election under either
section before the expiration of the 3-
year period prescribed by section 6072
or other provision of law for filing his
income tax return for the taxable year
in which such transfer occurred shall
be treated with respect to such prop-
erty as not having made an election
under either section.

(b) Transfer after election by transferor.
If a transferee who at the time of the
transfer of a mineral property has not
made an election under section 617(a)
receives property in a transaction in
which the basis of such property in his
hands is determined in whole or in part
by reference to its basis in the hands of
the transferor and with respect to such
property the transferor has deducted
expenditures under section 617(a), the
adjusted exploration expenditures
properly chargeable to the property
immediately after the transfer shall be
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treated as expenditures allowed as de-
ductions under section 617(a) to the
transferee. See section 617 and the reg-
ulations thereunder.

(c) Transfer after election by transferee.
(1) If a transferee who makes an elec-
tion under section 617(a) receives be-
fore January 1, 1970, mineral property
in a transaction in which the basis of
such property in his hands is deter-
mined in whole or in part by reference
to the basis of the property in the
hands of the transferor and the trans-
feror had in effect at the time of the
transfer an election under section
615(e), an amount equal to the total of
the amounts allowed as deductions to
the transferor under section 615 with
respect to the transferred mineral
property shall be treated as expendi-
tures allowed as deductions under sec-
tion 617(a) to the transferee. The pre-
ceding sentence shall not apply to ex-
penditures which would not have been
reflected in the basis of the property in
the hands of the transferor had the
transferor not made the section 615(e)
election.

(2) Any expenditures with respect to
the transferred property deferred by
the transferor under section 615(b)
which are not allowed as deductions to
him prior to transfer of the property
may not be deducted by the transferee
and in his hands shall be charged to
capital account.

[T.D. 7192, 37 FR 12940, June 30, 1972]

§ 1.615–8 Termination of section 615.

(a) In general. The provisions of sec-
tion 615 shall not apply to exploration
expenditures paid or incurred after De-
cember 31, 1969. Expenditures paid or
incurred before January 1, 1970, which
were deferred under section 615(b) will
be deductible under such section after
such date as the units of ore or mineral
discovered or explored by reason of
such expenditures are sold. An election
under section 615(e) with respect to ex-
penditures paid or incurred prior to
January 1, 1970, shall remain in effect
with respect to such expenditures un-
less it is revoked under section 615(e)
and § 1.615–6. See § 1.615–9 for treatment
of a section 615(e) election with respect
to expenditures paid or incurred after
December 31, 1969.

(b) Taxable years beginning before Jan-
uary 1, 1970, and ending after December
31, 1969—(1) In general. The termination
of section 615 applies to expenditures
paid or incurred after December 31,
1969. The income tax treatment of ex-
ploration expenditures paid or incurred
before January 1, 1970, will be deter-
mined in accordance with the provi-
sions of sections 615 and 617 prior to
their amendment by the Tax Reform
Act of 1969 (83 Stat. 487). The fact that
on his income tax return for a taxable
year beginning before January 1, 1970,
and ending after December 31, 1969, a
taxpayer deducts under section 615 ex-
penditures paid or incurred before Jan-
uary 1, 1970, shall not affect his right to
deduct under section 617(a) expendi-
tures paid or incurred during such tax-
able year after December 31, 1969.

(2) Allocation in case of inadequate
records. If a taxpayer pays or incurs ex-
ploration expenditures during a taxable
year beginning before January 1, 1970,
and ending after December 31, 1969, but
his records are inadequate to permit a
determination of the amount paid or
incurred during the portion of the year
ending after December 31, 1969, and the
amount paid or incurred on or before
such date, the exploration expenditures
as to which the records are inadequate
paid or incurred with respect to the
mine or property during the taxable
year shall be allocated to each part of
the year (that is, the part before Janu-
ary 1, 1970, and the part occurring after
December 31, 1969) in the same ratio
which the number of days in each such
part year bears to the number of days
in the entire taxable year.

[T.D. 7192, 37 FR 12941, June 30, 1972]

§ 1.615–9 Notification under Tax Re-
form Act of 1969.

(a) In general. An election under sec-
tion 615(e) with respect to exploration
expenditures paid or incurred prior to
January 1, 1970, shall be treated as an
election under section 617(a) with re-
spect to exploration expenditures paid
or incurred after December 31, 1969.

(b) Exception. Paragraph (a) of this
section shall not apply to an election
under section 615(e) if the taxpayer
files the notice described in paragraph
(c) of this section or the taxpayer re-
vokes his election under section 615(e)
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before the date prescribed for the filing
of notice under paragraph (c)(2) of this
section.

(c) Filing of notice—(1) In general. The
notice not to have a section 615(e) elec-
tion treated as a section 617(a) election
shall be made in a statement filed with
the Director of the Internal Revenue
service center with whom the tax-
payer’s income tax return is required
to be filed. If the election is made with-
in the time period prescribed for filing
an income tax return (including exten-
sions thereof) for the first taxable year
during which the taxpayer pays or in-
curs, after December 31, 1969, expendi-
tures which would be deductible by the
taxpayer under section 617(a) if he
made a valid election to deduct explo-
ration expenditures under such section,
the statement shall be attached to the
taxpayer’s income tax return for such
year. If the statement is filed after the
time prescribed for filing such return
but before the expiration of the period
(described in paragraph (e) of this sec-
tion) for filing the notice, the state-
ment must be signed by the taxpayer
or his authorized representative. The
statement shall be filed even though
the taxpayer charges to capital ac-
count all such expenditures paid or in-
curred by him after December 31, 1969.
If the taxpayer desires, he may file this
statement by attaching it to his return
for a taxable year prior to the first tax-
able year in which he pays or incurs
after December 31, 1969, expenditures
which would be deductible by him
under section 617(a) if at such time he
had in effect a valid election under
such section.

(2) Information to be furnished. The no-
tice shall clearly state that the tax-
payer elects not to have his section
615(e) election treated as an election
under section 617(a). The notice shall
state the first taxable year for which
the section 615(e) election was effective
and with whom and where the election
was filed.

(d) Effect of notification. A taxpayer
who has filed notice pursuant to this
section may make an election under
section 617(a) with respect to explo-
ration expenditures paid or incurred
after December 31, 1969, without revok-
ing either his section 615(e) election or
his notice under this section.

(e) Time for filing notice. A taxpayer
may not file the notice described in
paragraph (c)(1) of this section after
the expiration of the 3-year period be-
ginning with the date prescribed by
section 6072 or other provision of law
for filing the taxpayer’s income tax re-
turn for the first taxable year in which
the taxpayer pays or incurs after De-
cember 31, 1969, expenditures which
would be deductible by him if he made
the election under section 617(a). This
3-year period shall be determined with-
out regard to any extension of time for
filing the taxpayer’s income tax re-
turn.

[T.D. 7192, 37 FR 12941, June 30, 1972]

§ 1.616–1 Development expenditures.
(a) General rule. Section 616 pre-

scribes rules for treating expenditures
paid or incurred during the taxable
year by the taxpayer for the develop-
ment of a mine or other natural de-
posit (other than an oil or gas well).
Development expenditures under sec-
tion 616 are those which are made after
such time when, in consideration of all
the facts and circumstances (including
actions of the taxpayer), deposits of ore
or other mineral are shown to exist in
sufficient quantity and quality to rea-
sonably justify commercial exploi-
tation by the taxpayer. Under section
616(a), a taxpayer is allowed a deduc-
tion for development expenditures
whether or not such expenditures are
made in the development or production
state of the mine or other natural de-
posit. Under section 616(b), the tax-
payer may elect to defer development
expenditures made in the development
or producing stage and to deduct such
expenditures ratably as the minerals or
ores benefited are sold. While the mine
or other natural deposit is in the devel-
opment stage, the election applies only
to that portion of the development ex-
penditures which is in excess of net re-
ceipts from the mine or other natural
deposit. See § 1.616–2 for rules with re-
spect to the election to defer. It is not
necessary that the taxpayer incur the
development costs directly. He may en-
gage a contractor to make the expendi-
tures on his behalf.

(b) Expenditures to which section 616 is
not applicable. (1) Section 616 is not ap-
plicable to development expenditures
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which are deductible for the taxable
year under any other provision of the
internal revenue laws.

(2) Section 616 is not applicable to ex-
penditures which are reflected in im-
provements subject to allowances for
depreciation under sections 167 and 611.
However, allowance for depreciation of
such improvements which are used in
the development of ores or minerals
are considered development expendi-
tures under section 616. If such im-
provements are used only in part for
development during a taxable year, an
allocable portion of the allowance for
depreciation shall be treated as a de-
velopment expenditure.

(3) Section 616 is applicable to devel-
opment expenditures paid or incurred
by a taxpayer in connection with the
acquisition of a fractional share of the
working or operating interest to the
extent of the fractional interest so ac-
quired. The expenditure attributable to
the remaining fractional share shall be
considered as part of the cost of his ac-
quired interest and shall be capitalized
and recovered through depletion allow-
ances. For example, taxpayer A owns
mineral leases on undeveloped mineral
lands. A agrees to convey an undivided
three-fourths (3⁄4) interest in such
leases to B, provided B will pay all of
the expenditures incurred during the
development stage of the deposits on
these leases. B may deduct three-
fourths (3⁄4) of such amount under sec-
tion 616, but shall treat one-fourth of
such amount as part of the cost of his
interest, recoverable through deple-
tion.

(4) The provisions of section 616 do
not apply to costs of development paid
or incurred by a prior owner which are
reflected in the amount which the tax-
payer paid or incurred to acquire the
property. Such provisions apply only to
costs paid or incurred by the taxpayer
for development undertaken directly or
through contract by the taxpayer. See,
however, section 381(a) and 381(c)(10)
for special rules with respect to de-
ferred development expenditures in
certain corporate acquisitions.

(c) Mine or other natural deposit. Sec-
tion 616 has reference to expenditures
made for the development of a mine or
other natural deposit. Within an aggre-
gated property, as that term is defined

in section 614 (b) and (c), or within a
single tract or parcel of land, there
may be more than one mine or other
natural deposit. Where a property, as
determined under section 614, contains
more than one mine or other natural
deposit, the taxpayer may deduct
under section 616(a) the development
expenditures made with respect to one
of such mines or deposits, and may
defer under section 616(b) the develop-
ment expenditures made with respect
to another of such mines or deposits.
Where there is more than one mine
with respect to a single underlying de-
posit, the taxpayer may deduct under
section 616(a) the development expendi-
tures made with respect to one of such
mines, and may defer under section
616(b) the development expenditures
made with respect to another of such
mines. The taxpayer must treat con-
sistently all development expenditures
with respect to each such mine or
other natural deposit in a taxable year.
The taxpayer must make a separate de-
termination of the units of minerals or
ores benefited in a mine or other natu-
ral deposit (regardless of the computa-
tion of the depletion allowance) in
order that deferred expenditures with
respect to such mine or deposit may be
deducted on a ratable basis. See para-
graph (f) of § 1.616–2.

§ 1.616–2 Election to defer.

(a) General rule. In lieu of taking a
deduction under section 616(a), in the
taxable year when the development ex-
penditures are paid or incurred, a tax-
payer may elect under section 616(b) to
treat such expenditures with respect to
each mine or other natural deposit as
deferred expenses to be deducted rat-
ably as the units of the produced ore or
minerals benefited by such expendi-
tures are sold. Section 616(b) is applica-
ble to development expenditures paid
or incurred both in the development
and producing stage of the mine or
other natural deposit. However, in the
case of such expenditures made in the
development stage, this election is ap-
plicable only to the excess of the
amount of such expenditures over the
net receipts from the ore or minerals
from such mine or deposit received or
accrued during the development stage
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and in the same taxable year as the ex-
penditures were paid or incurred. Such
development expenditures not in excess
of such net receipts shall be subject to
the provisions of section 616(a).

(b) Producing stage; definition of. The
mine or other natural deposit will be
considered to be in a producing stage
when the major portion of the mineral
production is obtained from workings
other than those opened for the pur-
pose of development, or when the prin-
cipal activity of the mine or other nat-
ural deposit is the production of devel-
oped ores or minerals rather than the
development of additional ores or min-
erals for mining.

(c) Expenditures made by the owner
who retains a nonoperating interest. (1) A
taxpayer who elects to defer develop-
ment expenditures and thereafter
transfers his interest in the mine or
other natural deposit, retaining an eco-
nomic interest therein, shall deduct an
amount attributable to such interest
on a pro rata basis as the interest pays
out. For example, a taxpayer who de-
fers development expenditures and
then leases his deposit, retaining a roy-
alty interest therein, shall deduct the
deferred expenditures ratably as he re-
ceives the royalties. If the taxpayer re-
ceives a bonus or advanced royalties in
connection with the transfer of his in-
terest, he shall deduct the deferred ex-
penditures allocable to such bonus or
advanced royalties in an amount which
is in the same proportion to the total
of such costs as the bonus or advanced
royalties bears to the bonus and total
royalties expected to be received. Also,
in the case of a transfer of a mine or
other natural deposit by a taxpayer
who retains a production payment
therein, he may deduct the develop-
ment expenditures ratably over the
payments expected to be received.

(2) Where a taxpayer receives an
amount, in addition to retaining an
economic interest, which amount is
treated as from the sale or exchange of
a capital asset or property treated
under section 1231 (except coal or iron
ore to which section 631(c) applies), the
deferred development expenditures
shall be allocated between the interest
sold and the interest retained in pro-
portion to the fair market value of
each interest as of the date of sale. The

amount allocated to the interest sold
may not be deducted, but shall be a
part of the basis of such interest for
the purpose of determining gain or loss
upon the sale thereof.

(d) Losses from abandonment. Section
165 and the regulations thereunder con-
tain general rules relating to the treat-
ment of losses resulting from abandon-
ment.

(e) Effect of election. (1) The election
to defer development expenditures
shall apply only to expenditures for the
taxable year for which made. However,
once made, the election shall be bind-
ing with respect to the expenditures for
that taxable year. Thus, a taxpayer
cannot revoke his election for any rea-
son whatsoever.

(2) The election shall be made for
each mine or other natural deposit by
a clear indication on the return or by a
statement filed with the district direc-
tor with whom the return was filed, not
later than the time prescribed by law
for filing such return (including exten-
sions thereof) for the taxable year to
which such election is applicable.

(f) Computation of amount of deduc-
tion. The amount of the deduction al-
lowable during the taxable year is an
amount A, which bears the same ratio
to B (the total deferred development
expenditures for a particular mine or
other natural deposit reduced by the
amount of such expenditures deducted
in prior taxable years) as C (the num-
ber of units of the ore or mineral bene-
fited by such expenditures sold during
the taxable year) bears to D (the num-
ber of units of ore or mineral benefited
by such expenditures remaining as of
the taxable year). For the purposes of
this proportion, the number of units of
ore or mineral benefited by such expendi-
tures remaining as of the taxable year is
the number of units of ore or mineral
benefited by the deferred development
expenditures remaining at the end of
the year to be recovered from the mine
or other natural deposit (including
units benefited by such expenditures
recovered but not sold) plus the num-
ber of units benefited by such expendi-
tures sold within the taxable year. The
principles outlined in § 1.611–2 are appli-
cable in estimating the number of
units remaining as of the taxable year
and the number of units sold during
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the taxable year. The estimate is sub-
ject to revision in accordance with that
section in the event it is ascertained,
from any source, such as operations or
development work, that the remaining
units are materially greater or less
than the number of units remaining
from a prior estimate.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as
amended by T.D. 6841, 30 FR 9307, July 27,
1965]

§ 1.616–3 Time for making election
with respect to returns due on or
before May 2, 1960.

In the case of any taxable year begin-
ning after December 31, 1953, and end-
ing after August 16, 1954, the income
tax return for which is due not later
than May 2, 1960, the time to deduct or
defer development expenditures for
such a year under section 616 (a) or (b)
shall expire on May 2, 1960.

§ 1.617–1 Exploration expenditures.
(a) General rule. Section 617 pre-

scribes rules for the treatment of ex-
penditures paid or incurred after Sep-
tember 12, 1966, for ascertaining the ex-
istence, location, extent, or quality of
any deposit of ore or other mineral for
which a deduction for depletion is al-
lowable under section 613 (other than
oil or gas) paid or incurred by the tax-
payer before the beginning of the de-
velopment stage of the mine or other
natural deposit. Such expenditures
hereinafter in the regulations under
section 617 will be referred to as explo-
ration expenditures. The development
stage of the mine or other natural de-
posit will be deemed to begin at the
time when, in consideration of all the
facts and circumstances (including the
actions of the taxpayer), deposits of ore
or other mineral are disclosed in suffi-
cient quantity and quality to reason-
ably justify commercial exploitation
by the taxpayer. For example, core
drilling expenditures paid or incurred
by the taxpayer to ascertain the exist-
ence of commercially marketable ore
are exploration expenditures within
the meaning of this section. Also, ex-
penditures for exploratory drilling
from within a producing mine to ascer-
tain the existence of what appears (on
the basis of all of the facts and cir-
cumstances known at the time of the

expenditures) to be a different ore de-
posit are exploration expenditures
within the meaning of this section. Ex-
penditures paid or incurred in connec-
tion with core drilling to further delin-
eate the extent and location of an ex-
isting commercially marketable de-
posit to facilitate its development are
development expenditures. Under sec-
tion 617(a), a taxpayer may deduct ex-
ploration expenditures paid or incurred
for the exploration of any deposit of
ore or other mineral subject to the lim-
itation of section 617(h). Under section
617(b), a taxpayer shall recapture the
exploration expenditures previously de-
ducted under section 617(a) either
through including in income an
amount equal to the amount of the ad-
justed exploration expenditures (as de-
fined in section 617(f)) or through dis-
allowance of the deduction for deple-
tion under section 611. Certain rules
are provided in section 617(c) for recap-
ture of exploration expenditures made
with respect to property for which the
taxpayer later receives a bonus or roy-
alty. Under section 617(d), gain from
dispositions of mining property, with
respect to which exploration expendi-
tures have been previously deducted, is
to be recognized notwithstanding cer-
tain other provisions of the Code.

(b) Expenditures to which section 617 is
not applicable. (1) Section 617 is not ap-
plicable to expenditures which would
be allowed as deductions for the tax-
able year without regard to section 617.

(2) Section 617 is not applicable to ex-
penditures which are reflected in im-
provements subject to allowances for
depreciation under sections 167 and 611.
However, allowances for depreciation
of such improvements which are used
in the exploration of ores or minerals
are considered exploration expendi-
tures under section 617. If such im-
provements are used only in part for
exploration during the taxable year, an
allocable portion of the allowance for
depreciation shall be treated as an ex-
ploration expenditure.

(3) Section 617 is applicable to explo-
ration expenditures paid or incurred by
a taxpayer in connection with the ac-
quisition of a fractional share of the
working or operating interest to the
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